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Abstract 
FINANCIAL SERVICE FIRMS' ENTRY-MODE CHOICE, 
NETWORK LINKAGES AND CULTURAL DIVERSITY: 
SPANISH COMPANIES IN LATIN AMERICA 1 
Ma Jose Alvarez Gil*, Clara Cardone Riportella*, 
Nora Lado Couste* and Margarita Samartin Saenz * 
For many years the management of international manufacturing operations has been complicated by the 
enormous changes taking place around the globe. Emerging markets in many newly industrialised 
countries have called the attention of managers of manufacturing companies that were facing heavy 
domestic and global domestic pressure. In spite of its economic relevance, there is still a lot to be done 
before all key barriers to the effective management of international manufacturing operations are 
identified. 
The situation is even worse when the management of international service operations is considered. The 
share of services in international trade, the amount of foreign direct investments made by service-sector 
companies, as well as the number of multinational service-sector enterprises has been increasing rapidly 
in the last two decades. However, this is a very young area of concern for both practitioners and 
academics. Consequently, the existing studies on service internationalisation apply a fairly broad 
theoretical base. 
This paper tries to contribute to filling this gap by examining the internationalisation behaviour of 
Spanish financial service-sector companies in Latin America to find out if general internationalisation 
patterns are applicable or if the manufacturing sector, which they are supposed to serve, might influence 
their internationalisation behaviour. 
The analysis is based on rank correlation between the internationalisation patterns of each company and 
the relevant indicators of this phenomenon for the period 1985 to 1996. Such relevant indicators are: 
Total amount of Spanish net investments (no portfolio investments included), 
Total amount of Spanish exports of manufactured products, 
Index of deregulation and liberalisation of financial markets, 
Leading international banking countries in Latin America, in terms of foreign banking 
activities, and 
Leading international insurance countries, in terms of insurance premiums. 
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INTRODUCTION 
Activities linked to service-sector companies, as well as foreign direct investment made 
by service-sector companies (from now on FDI) have significantly grown since the late 
80s2. In spite of the increasing importance of this sector, the theoretical literature that 
revises the internationalisation process of the firm, has mostly focused on the 
manufacturing sector (Andersen, 1993), so that analytical frameworks used to guide 
multinational managerial decision-making have been based upon evidence collected from 
the manufacturing sector (Brush et al. 1999). However, the differences between the 
inherent characteristics of services vs manufacturing goods suggest that the key 
challenges facing service multinational companies, - as well as the main principles which 
guide their strategic management, may be quite different from those related to the 
manufacturing multinational enterprises-, as suggested by Campbell and Verbeke (1994). 
In the context of business services, the knowledge of which industries are most oriented 
to international markets and the ways in which they enter and develop them is very 
scarce as yet. Such research as exists has tended to focus either upon manufacturing 
firms or upon very large English-speaking global service organizations to the neglect of 
the vast majority of business service firms. Our study is an exploratory study of 
internationalization by Spanish financial services enterprises, that follows the outlines of 
previous papers by Engwall and WallensHil (1988) and Hellman (1994), who studied the 
internationalisation of Nordic financial service companies all over the world. In Spain, 
FDI accounted for 38% of GNP in 1980, and this figure increased to 60% in 1990, which 
indicates that service operations management is becoming a very challenging topic in this 
country, being the Latin American market the most important destination of the Spanish 
FDI. 
The exposure of Spanish firms to Latin America may be explained by two factors: on one 
side, the consolidation of the Spanish economy after its integration in the EU, i.e., an 
internalisation factor, and on the other side, the deregulation and liberalisation of the Latin 
American market, i.e., an internationalisation factor. The restructuring of the LA 
financial markets and the challenges that it might represent for the Spanish financial 
2 Service sector entel1'rises made up 61% and 45% of GNP in industrialised and emerging markets respectively. 
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companies mean that there is a greater need for managers III such firms to think 
strategically and develop effective competitive strategies to create and sustain 
competitive advantages in such geographical area. Besides, the identification and 
examination of the significant location characteristics provides investors, development 
agencies and researchers with a better understanding of foreign investment practices 
among service companies. So far, a greater understanding of the dynamics of the 
internationalization process of Spanish financial service companies in LA is required, as 
it may be affected, among other factors, by (1) regulatory changes; (2) the influence of 
home market conditions upon the timing of the decisions to internationalize; and (3) the 
international behaviour and requirements of private and public sector clients. 
Thus, the aim of this paper is to explore the penetration in the LA markets by Spanish 
financial service companies, banks and insurance companies particularly, by focusing 
on five enterprises' historical process of internationalisation. The analysis is based on 
rank correlation between the internationalisation patterns of each company and the 
relevant indicators of this phenomenon for the period 1985 to 1996. Such relevant 
indicators are: 
Total amount of Spanish net investments (no portfolio investments 
included), 
Total amount of Spanish exports of manufactured products, 
Index of deregulation and liberalisation of financial markets, 
Leading international banking countries in Latin America, III terms of 
foreign banking activities, and 
Leading international insurance countries, in terms of insurance premiums. 
The rest of this article takes the following format. Section 2 presents the theoretical 
framework related to the internationalisation of the firm and introduces the hypotheses to 
be contrasted. The data and methodology used in the analysis are shown in Section 3. The 
empirical study is presented in section 4. Finally, Section 5 is a concluding section that 
brings the article together and notes some implications, such as for management and 
researchers. 
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THE INTERNATIONALISATION OF THE FIRM IN THE SERVICE SECTOR 
Several researchers have explored the internationalisation of the finn (e.g. 10hanson and 
Wiedersheim-Paul, 1975; 10hanson and Vahlne, 1977, 1990; Luostarinen, 1979; Welch 
and Luostarinen, 1988; Luostarinen and Welch, 1990: Valhne and Nordstrom, 1988, inter 
alia). According to their theories of internationalisation, which consider several stages of 
evolution, companies increase their presence in foreign markets gradually in tenns of 
operational models, diversity of modes and range of markets penetrated. Researchers like 
these, from the Scandinavian "Uppsala School", emphasise and evolutionary pattern of 
international activity, during which organisational learning takes place, although it is 
difficult to generalise (Sullivan and Bauerschmidt, 1990). 
For service finns, there is a growing literature on process of international market entry, 
and whether they differ from manufacturing (see, inter alia, Campbell and Verb eke, 
1994; Erramilli and Rao, 1993; Mathe and Perras, 1994; Sarathy, 1994; O'Farrell, 
Wood and Zheng, 1996, 1997, 1998) being customisation and client supplier interaction 
the most subtle differences, since they are inherent in business service transactions. 
Empirical research on business practice has consistently highlighted market similarity as 
the major detenninant of international market entry, i.e., similarity 0 the foreign market 
to the finn's home market (Erramilli, 1991,480). Uppsala School researchers argue that 
exporting begins with "psychologically close" countries and extends incrementally to 
"psychologically distant" ones as the finns gain experience (Buckey et aI., 1982; 
10hanson and Vahlne, 1977; and Wiedershein, Olson and Welch, 1978). 
It could be said that there seems to be no general theory that explains the 
internationalisation process of the service sector. Empirical work has dealt with the 
internationalisation of a specific service industry, such as advertising agencies (Terpstra 
and Vu, 1988); hotels (Dunning and McQueen, 1981) and banking (Grub el, 1977; Gray 
and Gray, 1981; Giddy, 1986; Aliber, 1984; Cho, 1986; Nigh et al. 1996; and Williams, 
1997). In the case of the service sector companies, Dunning (1989) concludes that the 
major reasons of the internationalisation process are the following ones: i) global or 
regional strategic reasons, ii) the product's characteristics, iii) competitors' behaviour, iv) 
politics or regulation of the host country. Erramilli (1992) examines the main internal and 
external environmental factors that might influence entry mode in international markets. 
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The major external factors would be: i) restrictions on foreign investment; ii) country-risk 
(of the host country); iii) market size; or iv) finding no partnerships in the host country. 
Examples of internal factors are i) the finn's wish to expand abroad; ii) the need of human 
or material resources to carry out the process; and iii) political control on international 
operations. Li et al. (1992) have suggested the following mains reasons as to why finns 
expand to be: i) market size; ii) cultural distance and regulation; iii) comparative 
advantages; iv) market characteristics; and iv) finn's size and growth opportunities. 
Results from their article show that FDI of sector service companies is positively related 
to market size and liberalisation. 
As mentioned above, the general theory on the internationalisation of the finn has been 
applied to explain a more recent phenomenon, the internationalisation of service 
companies. Our paper resembles previous studies (Erramilli, 1990, 1992; Erramilli and 
Rao, 1990, 1993; Hellman, 1994) in that the manufacturing sector is considered as a 
reference to explain how banking and insurance companies make their decisions 
concerning entry-choice mode and allocation of resources. 
Firstly, one of the dominant features in the internationalisation of service companies is 
what may be called "customer following". These finns enter foreign markets following 
their local customers, i.e., manufacturing companies, which had entered those markets 
before. A particular case can also be considered, wherein the domestic market is 
organised as an oligopoly: the internationalisation process might be a reaction to the 
strategy followed by the main local competitor. This phenomenon is known as "follow the 
leader" (Li and Guisinger, 1992; Engwall and Wallenstal, 1988). 
On the other hand, it has been observed that certain service companies are known as 
"market seekers". In this sense, once that these finns have gained a high enough market 
share in their domestic market which becomes hard to increase, they search for new 
markets. This is probably the case for financial service companies (Hellman, 1994) 
particularly banks and insurance finns. Banks tend to concentrate in major international 
centres, in order to gain access to financial capitals while, at the same time, insurance 
companies tend to concentrate in the same markets in order to be close to their 
competitors and to gather access to the reinsurance markets. 
In most cases, the internationalisation process of banks and insurance finns seems to fit 
the two above mentioned phenomena (see Sarathy, 1994; Hellman, 1994). Andersen 
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(1993) and 10hanson and Mattson (1988) have pointed out that this behaviour coincides 
with marketing strategies, where the internationalisation can be seen as a way of 
maintaining a relationship with original clients -which are abroad now, and also as a way 
to search for new clients. 
According to what is suggested by the literature, the expansion of Spanish banks to Latin 
America may be due to several factors: 
i) short cultural "distance" between those countries and Spain3 4; 
ii) market structure; 
iii) low degree of banking activity; 
iv) economic stability; 
v) financial sector liberalisation; and 
vi) strategic importance of this region in order to establish agreements with other 
European and American banks5. 
At the same time, banking activity in Spain has undergone a tremendous change. Entry in 
the EC (European Community), and latter on, the European and Monetary Integration 
implied: i) an increase in competition; ii) a decrease in profitability; and iii) the 
liberalisation of the banking sector. Under this framework, financial institutions have 
reacted combining two types of strategies: i) specialisation strategies; and ii) growth 
strategies, so that a process of mergers and alliances has taken place among fmancial 
institutions in order to acquire enough size to compete at the European level6. Also, some 
financial institutions-mostly the biggest banks- have followed an active 
internationalisation strategy, in order to increase their exposure in those international 
markets that offer new investment opportunities. 
These firms going international are facing with far more ambiguity, both internally and 
externally, than are their domestic counterparts. The ambiguity partly due to nuances of 
) Klassen and Whybark (1994) have pointed out that almost every article on the management of international operations has a 
discussion of the language and cultural elements that affect the activities. A discussion of these factors and how they might be 
managed can be found in Gladwin and Waiter (1980) 
4 A good discussion of the issues of managing people involved in international operations is found in Taylor's (1991). Bartlett and 
Ghoshal (1992) describe a number of organizational and general management concerns that are difficult to manage. Technical 
factors are also potential issues in managing international operations, while a discussion of some of the monetary considerations is 
presented by Davis (1989). Goldhar (1989) has discussed some of the technology issues and Ferdows (1989) has concentrated on 
international logistics concern . 
5 In the context ofthe Gatt agreements-now the WTO- commitments regarding deregulation of banking and insurance services 
were organised around 11 topics. Out of the 63 countries that agreed to those commitments, 10 were from Latin America 
6 This means that banking concentration has increased in Spain. Market share of the five biggest institutions in Spain-Banco de 
Santander, Banco Bilbao-Vizcaya, Argentaria (formerly BEX), and Banco Popular- has increased from 33% in 1987 to 50% in 1996. 
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language and culture that may be difficult to identify, let alone understand, and to 
national social and cultural biases and norms, is somehow softened by the fact that the 
cultural distance is very short and a common language is spoken. Managers are not 
helped by the fact that the breadth and scope of markets make objective analysis and 
consensus building difficult. 
Table 1: Regulation of FDI in the different Latin American countries 
1988 1995 
Exit (b), Repatriation of: Exit (b), Repatriation of: 
Entry (a) Income Capital Entry (a) Income Capital 
Free entry Free entry 
No country Argentina Ecuador 
Brazil Mexico Free Free 
Costa Peru 
Rica 
Relatively free Relatively free 
Argentina Restricted After 3 Chile Free After 1 year 
years 
Chile Free After 5 Venezuela Some Some 
years Restrictions restrictions 
Costa Rica Some Some 
restrictions Restrictions 
Venezuela Some Some 
restrictions Restrictions 
Special classes 
Mexico Free Free 
Authorised fonds Authorised fonds 
Brazil Free Some Colombia Free Free 
restrictions 
Closed 
Colombia Some Free 
restrictions 
Peru Restricted Restricted 
Source: World Investment Report, 1996, from "Inversiones espanolas directas en America Latina en los 
anos 90", 1998, Ruesga, S. and Bichara, J., Boletin ICE Economico. 
(a) Entry: Free entry: No restrictions at all. 
Relatively free: Some restrictions to assure repatriation rights. 
Special classes: FDI restricted to special classes. 
Authorised fonds: Only approved foreign investors. 
Closed: FDI very restricted, only for non-residents. 
(b) Exit: Repatriation of income: dividends, interest, income. 
Repatriation of capital: initial capital invested. 
Free: Repatriation done frequently. 
Some restrictions: Requires permission of authorities. 
It should be pointed out that during the late 80s and early 90s most of LA countries had 
lifted restrictions on foreign investment, making them more interesting for foreign 
investors. Table 1 illustrates the main changes that have taken place. They can be 
summarised as: i) Equal treatment for domestic and foreign investment; ii) removal of 
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controls for the repatriation of capital and profits; iii) authorisation to carry on FDI in 
protected sectors (such as banking); and iv) establishment of private and public agencies 
to promote FDI in the region. 
Because previous studies considering the internationalisation process of either banks or 
insurance companies have offered controversial explanations on the issues dominating 
that process, we have formulated the following hypotheses: 
Hl.l: The internationalisation of Spanish banks in LA has been dominated by customer 
following considerations or 
H1.2: The internationalisation of Spanish banks in LA has been dominated by market 
seeking considerations. 
H2.1: The internationalisation of the Spanish most relevant insurance company in LA 
has been dominated by customer following considerations or 
H2.2: The internationalisation of the Spanish most relevant insurance company in LA 
has been dominated by market seeking considerations. 
DATA AND METHODOLOGY 
In order to examine the internationalisation process, four major Spanish banks and one 
insurance company will be considered. The study period will be from 1985 to 1996, given 
that those years are the most representative ones as it concerns the entries by these 
institutions in the various countries (Cardone and Cazorla, 1998). The banks to be 
considered are Banco Santander (BS), Banco Central Hispano (BCH), ARGENTARIA 
(BEX) and Banco Bilbao Vizcaya (BBV) 7• These banks have been present in LA for 
nearly three decades. The insurance company to be considered is MAPFRE (Cardone, 
1996; Lado, 1997; Camino et aI., 1997a and 1997b and Camino et aI., 1998). This 
insurance company has a significant presence in Latin American market and it is the only 
one with 100% Spanish capital. 
In order to analyse entry into the different markets, the first year of contact or 
establishment of the institution has been taken into account. In previous decades, financial 
institutions had entered the market by first establishing a representative office, which was 
7 Banco Central Hispano and Banco Santander merged in January 1999. This fact will not be taken into account, given that the 
internationalisation process for both banks started before the merger. 
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later turned into a subsidiary, or by merging-partially or completely- with other local 
institutions. 
The data were obtained from the annual reports of financial institutions, national 
newspapers and articles published in specialised journals. The analysis is carried out by 
rank correlation between the internationalisation pattern of each financial service 
company, given the year of first entry (either by representative office, subsidiary or 
merger) and the relevant indicators of customer following and market seeking approaches. 
The Kendall's tau-b correlation coefficient is applied in the analysis. 
Customer following approach 
In order to measure whether or not financial service companies enter foreign markets in 
order to follow their local clients, i.e., manufacturing companies, three indicators will be 
used: 
i) The total amount of Spanish net investments for the specified period, i.e., FDI 
minus portfolio investments. (Data source: official statistics provided by 
"Direcci6n General de Transacciones Exteriores"). 
ii) The total amount of Spanish exports of manufacturing goods for the specified 
period (Data source: official statistics provided by " Instituto de Comercio 
Exterior"). 
iii) Index of de-regulation and liberalisation in LA, which summarises the restrictions 
on FDI that exist in the different LA markets (Data source; each country's 
legislation and World Investment Report, 1996l The index has been defined 
taking into account the existing legislation on FDI in two different years, 1988 and 
1995. There is also a distinction between restriction on entry and on exit 
(repatriation of income and capital). 
On the entry side regulation, the following levels have been considered: 
• free entry or no restrictions at all, 
9 
• relatively free entry: some registration procedures to ensure repatriation rights, 
• special classes: investment restricted to certain classes designated for foreign 
investors, 
• authorised investors only: only approved foreign investors, and 
• closed: closed or access severely restricted. 
Similarly, on the exit side regulation, the following levels are taken into account: 
• free: repatriation done routinely, 
• some restrictions: requires some registration with or permission of Central 
Bank, Ministry of Finance or an Office of Exchange Controls that may restrict 
the timing of exchange release. 
(The above levels have been weighted as follows: Entry: 10, 7.5, 5, 2.5 and ° 
respectively. Exit: 10,5 and ° respectively). 
Market seekers 
The market-seeking aspect has been measured by comparing the internationalisation 
patterns of the banks and the insurance companies to the indicators proposed by Hellman 
(1994), i.e., 
i) Leading international banking countries in terms of foreign banking activities, 
according to data obtained from the Bank for International Settlements (Table 1: 
Consolidated International Claims of BIS reporting banks on individual countries; 
November 1998). 
ii) Leading international insurance countries in terms of average amount of insurance 
premiums issued per country, according to data obtained from "Actualidad 
Aseguradora", Lado, 1997, p.321. 
RESULTS 
Table 2 shows the first year of entry for the banks and insurance company considered in 
this study. 
8 This indicator replaces the one defined in Hellman (1994), which is an indicator of cultural distance. In this work, the cultural 
aspect is not significant, given the closeness with nearly all countries, except Brazil, wherein a different \abguage is spoken. 
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Table 2: The internationalisation of Spanish banks and insurance companies in the 
LA market 
Argentina 1963 1996 1996 1967 1986 
Brazil 1980 - 1998 1990- 1977 1991 
Bolivia 1998 
Chile 1978 1998 1993 1979 1988 
Colombia 1997 1996 1990- 1967 1991 
Dominican Rep. 1990- 1995 
Ecuador 1990- 1978 1985 
Guatemala 1968 1988 
Mexico 1951 1991 1990- 1967 1990 
Nicaragua 1978 
Panama 1983 1990- 1967 
Paraguay 1994 1967 1988 
Peru 1995 1995 1994 1980 1995 
Puerto Rico 1976 1992 1994 1990 
Uruguay 1982 1995 1996 1982 1994 
Venezuela 1994 1997 1990- 1977 1989 
Source: Annual reports from the companies; Salomon Smith Barney, December (1997) Bank 
Reference Guides of Argentina, Brazil, Chile, Colombia, Mexico, Peru and Venezuela; Salomon 
Smith Barney, May (1998) Latin American Equity Research: Latin America-Banks Latin American 
Bank Annual. 
Table 3 presents the ranking of the LA countries, in terms of the indicators defined above. 
In some cases, there has been a limitation with the data available for the various 
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indicators, in particular, for the one referring to FDI regulation (both entry and exit 
regulation). 
Table 3: Ranking of the LA countries according to selected indicators 
Argentina 2 2 3 3 3 
Bolivia 13 13 N/A 13 14 
Brazil 6 3 4 
Chile 7 4 4 4 5 
Colombia 9 6 8 5 6 
Ecuador 8 10 N/A 9 10 
Guatemala N/A N/A N/A 11 13 
Mexico 3 2 2 
Nicaragua N/A N/A N/A 20 N/A 
Panama 5 8 N/A 4 9 
Paraguay 12 14 N/A 11 10 
Peru 7 7 7 8 
Puerto Rico N/A N/A N/A N/A 4 
Dominican R. 11 11 N/A 11 11 
Uruguay 10 9 N/A 9 8 
Venezuela 4 5 6 6 7 
Table 4 illustrates the correlation analysis among the vanous indicators. It can be 
observed that there is always a significant positive correlation except for the case of FDI 
regulation. This may be due to the limitation in the availability of the data, as mentioned 
before. 
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Table 4: Correlation among indicators (Kendall's Tau-b) 
ulation 
nternational financial centre 
nsurance premiums 
*** Significant correlation at level 0.01 
correlation at level 0.10 (bilateral). 
.615 *** 
.195 
.562 *** 
.494 *** 
.878 *** 
.798 *** 
.831 *** 
) ** Significant corre 
.586* 
.586* .869 *** 
Finally, Table 5 shows the rank correlation, measured with the tau-b Kendall coefficient, 
between the first year of entry for each bank and insurance company in Latin America 
and the various indicators for customer following and market seeking. 
Table 5: Correlation between the first year of entry and the indicators of 
"Customer Following" and "Market Seeking" (Kendall's Tau-b) 
"Customer following" 
Correlation with: 
FDI .143 .145 .168 .081 .075 
Exports .643** -.319 .198 .203 .187 
Deregulation .967*** .051 -.115 .325 .450 
"Market seeking" 
Correlation with: 
International Financial .429 -.177 .311 .242 
Centre 
Insurance premiums .000 
Correlation with first year 
of entry 
SS 
BBV .203 
SCH -.189 .000 
BEX .231 .226 .318 
MAPFRE .457 * -.209 -.074 .243 
*** Significant correlation at level 0.01 (bilateral). ** Significant correlation at level 0.05 (bilateral). * Significant correlation at 
level 0.10 (bilateral). 
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It should be noticed that there is positive and very significant correlation between the etry 
order for one financial institution, Banco Santander, and two indicators for customer 
following: Spanish exports and deregulation. In this case, there is also a positive, although 
not statistically significant, correlation with the market seeking indicator. On the contrary, 
there is not a pattern of correlation (neither with uniform sign nor statistically significant) 
for the other three banks and the insurance company. 
CONCLUSIONS AND EXTENSIONS 
One of the unique aspects of this research is that it has focused upon the process of 
internationalization by Spanish financial services companies in Latin America, whereas 
virtually all previous research has examined the globalisation processes followed by 
other countries' enterprises in other destinies. Besides, such firms belonged to countries 
with a long cultural distance and different language and operated in other services 
activities. Hence, is not surprising that the results that we report here show some 
divergences from other service studies. As a matter of fact, the results of the study of the 
internationalisation of the five Spanish financial service companies indicates that just in 
one of them, this internationalisation process has been dominated by customer following 
considerations. The other financial institutions do not seem to have followed a clear 
pattern of internationalisation. There are possible explanations for these results: a) in the 
case of BEX, it is a public bank, whose policy might differ from the one that guides 
private sector companies, b) the host countries chosen by BBV, BCH and Mapfre are 
neither a result of market seeking nor customer following considerations; in these cases 
their strategies might have been influenced by the leader's initiatives, Banco Santander, or 
by the opportunity to buy a local company. These results provide evidence of the non-
applicability of previous research findings (such as the ones obtained for Sweden and 
Finland) to explain the Spanish case. Our evidence corroborates that in addition to the 
distinction between manufacturing and service firms, the importance of factor locations 
could differ according to the country ofthe investor. Nationality differences stem from a 
myriad of cultural and economic influences translated into differences in firm behaviour 
regarding location choice. Authors such as Chernotsky (1983), Schollharnmer (1974), 
Tong (1979), have found that different nationalities consider location factors differently. 
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This is supported by Friedman, Gerlowski, and Silberman (1992), who found that the 
decision factors for Japanese and Europe MNCs were different. 
Anyhow, the conclusions of this research should be interpreted taken into account the 
limitation in the availability of the data and the fact that the study has been limited to the 
Latin American market. In this sense, it could be interesting to extend the 
internationalisation study of Spanish banks and insurance company to the whole world. 
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